Purpose -This paper examines whether or not industry membership can explain the leverage of Shanghai listed firms prior to the 2007 financial crisis. In view of the central role that the manufacturing industry played in China's rise as a global economic power, we are particularly interested in whether or not manufacturing is a special case.
Introduction, literature and hypotheses
It is not clear how relevant established Western capital structure theories are to Chinese capital markets. For example, Tse and Rodgers (2011) demonstrate that the Tax Shield capital structure model did not apply in the Chinese context. Other Western based research suggests that industry membership can explain between-industry variations of leverage (For example, Tse (2002) in relation to the UK). This paper examines whether or not this is also the case for Shanghai listed companies given the cultural and institutional differences between China and Western countries.
Behavioural, Cultural and Institutional influences on capital structure
Evidence in the literature suggests that capital structure can be influenced by behavioural factors.
For example, Bertrand and Schoar (2003) found that financially aggressive CEOs showed a tendency to use higher leverage than their more conservative peers. A number of other studies also indicate that over optimism bias can be a significant issue; Hackbarth (2008) found that over confident managers tend to issue more debt and are less likely to follow a standard pecking order. From a cultural perspective Chui et al. (2002) argue that a nation's culture can affect corporate capital structures. Their cross-country study found that countries with high degrees of cultural 'conservatism' tend to have lower corporate debt ratios. This is particularly important in China where the interests of the individual are seen as relatively less important than those of the group. The importance of cultural factors in China was highlighted by Kai Li et al. (2011) who report that national culture has significant explanatory power in the financial leverage decisions of foreign joint ventures. Chui et al. (2002) conclude by asking if national culture is the missing part of the capital structure puzzle and ask whether this is related to attitudes to saving. A conservative attitude to savings appears to be a Pan-Chinese phenomenon and not just restricted to the Peoples Republic of China (PRC). Tung and Baumann (2009) found that Chinese who were born and raised overseas had similar attitudes in this respect to their counterparts in the PRC.
Institutional factors may also possibly influence capital structures. A key distinguishing feature of Chinese capital markets in this respect is the high proportion of listed company shares held by the state. Wei and Geng (2008) argue that this reduces the effectiveness of corporate governance. The overall impact of state ownership on capital structures is however disputed in the literature. Liu et al. (2011) argue that state-owned enterprises (SOE) have higher leverage ratios than their non-SOEs peers and are also more market driven. However, Tse and Rodgers (2011) argue that tax incentive effects mean that the impact of government share holdings on capital structure is unclear as increasing corporate borrowing will reduce government tax revenue through tax shield effects. Huang and Song (2011) on the other hand argue that state ownership has no significant influence on capital structure decision in Chinese firms.
Pecking Order and Trade-Off theories of Capital Structure
These are the two principle (and competing) capital structure theories found in the Western literature. Pecking Order Theory (POT) argues that firms have clear preferences in their sources of funding. Internal funds are normally identified as being at the top of the pecking order and, as a consequence, a negative relationship is predicted between leverage and profitability (more profitable firms will undertake less external borrowing). There is a debate in the literature as to the precise structure of the pecking order. Myers and Majluf (1984) argue that new debt finance will be preferred to equity as new equity can be taken as a signal by investors that managers believe the firm's equity to be overvalued. However, Lien et al. (2012) found evidence of a reverse pecking order in China; firms were found to prefer to issue shares rather than debt.
Trade Off theory argues that firms will determine their capital structures by trading off the costs and benefits associated with different sources of finance. For example, long term debt use is determined by the trade-off between the risk of possible bankruptcy and the tax savings associated with debt finance. Jensen and Meckling (1976) and Jensen (1986) extended the model to incorporate the agency cost problem and subsequently Baker et al. (2007) argued that debt financing is a potential agency cost control mechanism as it reduces free cash flow and encourages the monitoring of management by debt providers.
Industry membership and capital structure in the literature
The mix of debt-to-equity has been found to differ from industry-to-industry (Kim, 1997) and also from country-to-country (Wald, 1999) . Country based differences may possibly reflect differences in tax regimes if firms are adjusting their leverage to optimise tax shield benefits. To take advantage of tax shields firms need to have good earnings potential and tangible assets to back up any borrowing. These two associated elements are commonly called debt capacity. A study of Chinese firms by Cai et al. (2008) suggested that, although long term debt was small and accounted for only 23% of total debt, the availability of collateralized assets did have a significant influence on the debt maturity profile.
A number of other studies argue that both industry-related and country-related factors can explain differences in leverage levels. For example, Remmers et al. (1974) found that industryrelated factors were significant in Japan and France but not in the United States (US), the Netherlands and Norway. A subsequent study by Sekely and Collins (1988) , that examined 677 firms in 9 industries across 23 countries, argued that country level effects are possibly more important than industry level effects. They put these differences down to cultural influences.
More recently Jong et al. (2008) also reported country-related influences on firms' leverage levels and MacKay and Phillips (2005) argue that, in the US at least, financial structures are determined at firm level rather than industry level.
Although the literature in respect to industry-based leverage effects is somewhat equivocal, we argue in this paper that if Western capital structure models are applicable to Chinese firms we would expect to find some evidence of industry-based leverage effects. The literature in respect to the impact of China's rapid economic growth on capital structures is very limited. In particular, we can find no substantive research that attempts to examine industry-related differences in these capital structures. This issue is of particular interest given that the evidence suggests China may eventually become the biggest economy in the world.
Any industry-based leverage effects could, we argue, potentially be a function of the level of debt capacity. Woodruff (2007) , using US data covering 2001-2005, identified debt capacity as being potentially a function of four factors: the proportion of property and plant and equipment in total assets, industry group (because of asset specificity), sales variability and the depreciation method used. He found the first two factors to be statistically significant in explaining the debt capacity. Higher debt capacity was particularly pronounced in respect to the (non-high technology) manufacturing industry. This is possibly not surprising as firms in this industry produce similar products and services and also utilize assets that have similar asset specificity risk (Espahbodi et al., 2002) .
The principal conceptual argument of this paper is that growing industries with high levels of tangible assets (for use as collateral) and with high levels of profit growth will borrow more. Therefore, we would expect there to be substantial differences in leverage-related financing behaviour between manufacturers and other industries.
Hypotheses and contributions
Following our review of literature presented above, we establish the following testable hypotheses:
1. Amongst profitable Chinese listed companies leverage is industry dependent; 2. Leverage will be significantly higher in the manufacturing industry; 3. Industry-based differences in leverage can be explained in terms debt capacity (borrowing power and profitability) differences i .
Using a market competition based perspective Guney et al. (2011) found some evidence to suggest that industry factors may affect Chinese firms borrowing level. We, however, examine this issue from a debt capacity perspective. This paper contributes to the literature as follows:
1. By examining the extent to which capital structure decisions are industry-dependent for Shanghai stock market listed firms. A particular focus is placed on the manufacturing industry given its preeminent role in driving Chinese economic development. We examine whether or not it is a 'special case' in terms of the ways in which it uses leverage given its need to raise large amounts of new capital.
2. By identifying innovative variables that are arguably better proxies for 'borrowing power' than those found in the current literature. We identify two groups of explanatory variables which, we argue, are highly industry-dependent and use these in a direct test of the industry membership hypothesis. We argue that this approach is novel in the context of the literature. Previous tests of industry membership theory, for example Talberge et al. (2008) , rely on general capital structure models rather than developing a direct test.
3. By presenting evidence that profitability related factors are not important influences on leverage levels in Chinese firms. This calls into question whether or not both Pecking Order and
Trade-Off theories can be applied to Chinese firms. We argue that this surprising finding may relate to Chinese cultural factors; specifically, that the negative attitude of the Chinese towards borrowing at personal level appears also to be reflected in corporate culture.
The paper is structured as follows: Section 2 describes the dataset and our sampling procedures. Section 3 is a cross section and time series comparative study of leverage differences in manufacturing and non-manufacturing industries. Section 4 uses regression analysis to model the factors determining leverage on an industry-by-industry basis. Section 5 discusses whether or not China is a special case in the context of capital structure theory and finally Section 6 concludes the paper. The data set was further adjusted to include only firms that used long term debt finance and were also in a position to make adjustments to their leverage ratios. For example, a significant number of companies with negative equity that were financed predominantly through their current liabilities are excluded from the sample. The omission of a large number of cases would normally indicate that potential sample selection bias issues would need to be examined as part of any statistical procedures. However, in this study this issue does not arise as the analysis being undertaken is conditional on the cases in the sample having the potential to make significant adjustments to long-term debt.
Data Description
Based on the criteria identified above we exclude firms that: had negative pre-tax profits, that historically have made no use of long-term debt (LTD) finance, that had negative equity, that had annual EBIT growth exhibiting excessive volatility (growth changes by 10 fold or more) and finally some obvious outliers where current liabilities exceed half of total liabilities and interest paid is more than LTD. The final exclusion is more data related; the sample omits firms where it is likely that a significant part of the interest paid related to short-term borrowing costs. This approach is taken because the data-set used does not enable the identification of separate shortterm loan and long-term loan interest payments. This means that where there are significant short-term loans, the use of such data would introduce a significant upwards bias in estimates of long-term borrowing costs. This problem cannot be eliminated, but to minimize it we omit firms with high current liabilities relative to total liabilities as they are likely to have significant short term loans (such as bank loans). We assume that if these firms were also paying large interest payments relative to their LTD, then a substantial proportion of these payments are unlikely to relate to the LTD.
Preliminary analysis of the data
Given China's export orientation, manufacturing companies dominate market listings in terms of firm numbers; they represent 55% of the initial sample shown in Table 1 . The next biggest industry group is I.T. services representing around 6.6%. The test-sample dataset shown in the second column is reasonably representative; for example, manufactures and I.T. services account for 53% and 5.1% respectively. It can be noted that there was significant between-industry variation in average firm size, as measured by total assets. The mining/oil industry stands out in this respect. Comparison-of-means T-test comparing manufacturing industry debt borrowing capacity against other industries. Table 1 identifies large industry-related differences in estimated mean debt borrowing capacity iii .
We use T-tests to test the significance of the mean-differences between manufacturing and other industries. The statistical significance found suggests that borrowing capacity variation may be industry-based and therefore any industry-based leverage differences may have a common cause.
We plot a graph, Figure 1 , which gives an indication that, with the possible expectation of two industries, Real Estates and Construction, there appears to be a positive relationship between borrowing capacity and leverage. 
Hypotheses 1 and 2: results and analysis
A series of F-statistic based comparison-of-means hypothesis tests are undertaken to identify whether or not leverage levels found in the 'base case' of manufacturing firms are statistically significantly different from those of other industries. From these we hope to be able to identify whether or not manufacturing is a 'special case' as per Hypothesis 2. These same tests will also provide evidence as to whether or not there is evidence to support Hypothesis 1.
With Chinese economic growth being in the region of 10% per year over the period in question (2002) (2003) (2004) (2005) (2006) (2007) ) the financial structures and profitability rates of the sample-set of companies were relatively volatility. Therefore in order to ensure the robustness of our analysis we examine leverage levels on a year-by-year basis and, in addition for comparative purposes, use two different definitions of leverage. We believe that survivor bias is not an issue in our time-series analysis as, despite the rapid rate of economic growth, the de-listing of a company is a rare event in China iv . It can also be noted from Tables 2 and 3 that the individual industry samples do not show large year-on-year variation.
Although the manufacturing industry did not show the highest average debt borrowing capacity in has not been greater given the need for increasing capital in a rapidly expanding economy has been accompanied by increases in levels of Chinese debt issuance (Hale, 2007) . The mean manufacturing leverage ratio is higher than that of other industries in half of the cases. This is not related to debt capacity as, for example, construction and real estate have a lower debt capacity than manufacturing. The statistical significance of the industry-related differences found was limited. This partly reflects wide withinindustry leverage variations within some industries. The mean leverage ratio of manufacturing industry companies is compared against those of companies from other industries over the period [2002] [2003] [2004] [2005] [2006] [2007] . The F-values are estimated as in Table 2 .
Industry
The absolute measures of leverage are significantly different from Table 2 estimates. However, there is little difference in the relative leverage of manufacturing and other industries indicating that the results of the modelling procedures are robust from the perspective of leverage definition. In comparison with Table 2 , the statistical significance of between-industry differences exhibits greater consistency over time. This probably reflects this measure being less sensitive to changes in the value of the denominator. Although the borrowing capacity estimates in Table 1 and the leverage estimates in Tables 2   and 3 are not fully comparable (due to small sampling differences) inferences can be drawn on an indicative basis. Table 1 identifies utilities as showing high levels of borrowing capacity and   from Tables 2 and 3 we can observe that this industry also shows the highest leverage ratios.
Reference to Figure 1 also suggests a generally positive relationship between leverage and borrowing capacity. However, rather surprisingly low borrowing capacity industries such as construction and real estate exhibit relatively high levels of leverage ( Figure 1 and Table 2 ).
These two industries appear the only clear exceptions to the positive relationship between borrowing capacity and leverage level.
Do manufacturing firms have significant higher leverage because they are the economic growth engine in China? Tables 2 and 3 would suggest not as they indicate that there are a number of industries where the mean leverage level was consistently higher than manufacturing.
These were: conglomerates, construction, utilities and real estate.
Although some caution is needed in interpreting these results given the relative small sample sizes in some industries, we believe that the results provide substantive evidence to the effect that no support can be found for Hypothesis 2; I.e. we do not find that leverage levels are higher in manufacturing vis-a-vis other industries.
It should be noted that the F-test results show only the utilities industry and to a lesser extent the I.T. industry to have leverage levels that are statistically significantly different from manufacturing on a consistent basis over time. The general lack of significance may possibly be partly a reflection of the small sample in respect to some industries. The lower levels of significance in Table 2 may also be partly because leverage measured in terms of LTD/E is sensitive to changes in measured equity. So, for example, a fall in equity value can result a significant increase in leverage even when there is no change in borrowing.
In summary, the results provide some evidence in support of Hypothesis 1; namely, that variation in the leverage levels of profitable debt-issuing Chinese listed companies is industry dependent. However, Hypothesis 2 is rejected. To explore these issues further more robust evidence is required as to why industry membership matters in determining leverage. This is investigated in the next section with a regression-based study.
Hypothesis 3: methodology, results and analysis

Methodology and model
Regression models using between-industry data can be run using pooled data if heterogeneity is not pervasive. Poolability F-tests undertaken on a cross-sectional basis indicated that the data was not poolable. This is not surprising given the between-industry differences in size and borrowing capacity identified in the dataset.
We argue that the within-industry samples used in this d study are likely to be more homogeneous than the between-industry samples given the dataset characteristics. It can be noted from the 'Test Sample' dataset in Table 1 that for most industries the standard deviation of listed company debt borrowing capacity is low relative to their industry means.
The data can be pooled on a time basis only if time-related heterogeneity is not pervasive given that heterogeneity can lead to bias (Pesaran and Smith, 1995) . In order for this approach to be tenable the efficiency gains from pooling need to be shown to more than offset bias associated with any heterogeneity within the dataset. Tests presented In Table 4 confirm that, with the possible exception of the construction and wholesale/retail industries, the data is poolable over time.
The methodology employed is to pool the within-industry data on a time basis and to run the same regression model across each industry. A series of parameter comparison tests (Clogg et al. 1992) are then undertaken and the results of these are reported in Table 5 . These tests identify whether or not there are statistically significant between-industry differences in the parameter values of the explanatory variables. The existence of significant differences would imply that industry membership does matter in terms of what impact an individual variable has on leverage.
We would argue that this approach can have advantages over a panel based methodology. Baltagi et al. (2000) for example, argue that even panel estimators with heterogeneous coefficients are generally inferior in forecasting performance compared to pooled estimators.
The variables used in the leverage regression models are as follows:
Dependent variable:
Where: LTD Long-Term Debt TA Total Assets
We considered both definitions used in Tables 2 and 3 . Our preferred measure reflects the greater parameter stability found in using this definition for estimates in Table 3 .
Independent variables:
The independent variables used fall into two principal categories that, we argue, are industrydependent determinants of debt capacity. The first group relate to factors influencing borrowing power. The second group relate to profitability.
Borrowing Power related variables:
Size [Dummy variable which =1 where total assets are over 15 billion Yuan, which is the mean for listed firms in 2007; expected positive relationship].
This variable takes into consideration the relatively under-developed nature of the Shanghai bond market which will make it relatively more difficult for smaller companies to raise funds through the issuing of debt. We would expect larger companies to have greater access to the market.
Listed
[Number of years the company has been listed; expected relationship positive].
It might be expected that companies with a relatively short track record may find raising debt finance more difficult. This variable measures the proportion of assets that can be implicitly considered as collateral assets.
Profitability related variables
[Difference between investment return and borrowing costs; expected relationship positive vi ].
It will only make commercial sense to borrow if average investment returns exceed average borrowing costs. The expectation is that the greater the difference then the greater incentive to borrow.
[Two year average EBIT /Total Assets; expected relationship positive].
This variable measures the profitability of a firm relative to total assets. Volatility is partly smoothed by measuring profitability in terms of the two year average EBIT. Potential leverage will depend not only on absolute profitability but also on the rate of profit growth. This is because a rapid rate of growth is an indication to a potential bond investor of company stability and lower financial risk. 
Results
The results of the regression analysis are presented in Table 4 below. The 'Total' model, shown
in Column 1, identifies that across the Shanghai market as a whole the borrowing power related variables show greater statistical significance than the profitability related variables. The firm
Size, number of years Listed and the potential borrowing capacity (BorrowCap) are all significant at the 1% level. It can be noted however that the sign on Listed is contrary to initial expectations. Of the profitability related variables only the difference between investment returns and borrowing costs (ExcessR) is significant in the 'Total' model. A caveat that can be added is that this variable is itself only found to be significant in respect to two individual industries.
If the individual industry models are examined in more detail what appears to stand out is that
BorrowCap is both consistently positive and highly significant across all industries except wholesale/retail. The parameter values do however vary from industry to industry which suggests there are industry-related differences in the ways in which the capacity effect impacts on borrowing behaviour.
The other two borrowing power related variables show considerable more industry-related variability in terms of parameter size, sign and significance. This indicates that their relationship with leverage is not consistent across industries. It can be noted that the Size parameter is significant in some industries but not in others and it is also negative in relation to mining/oil. In respect to Listing, the parameter values also show variations between industries in relation to both the significance and the sign. The negative relationship found in the manufacturing industry may possibly indicate that in a fast growing industry being an established firm with a known 'history' is not important and could in fact be seen to have negative connotations by investors/lenders looking for new ventures and future potential. 
Notes:
The top 3 explanatory variables in italics relate to borrowing power with the remainder being profitability-related factors; ***Significant at 1%; **Significant at 5%; *Significant at 10%; a Sample issues lead to the omission of the size variable; Our third hypothesis postulates that industry related differences in leverage can be explained in terms of debt capacity (borrowing power and profitability) differences. From Table 4 it can be noted that the borrowing power variables are largely significant and of the expected sign. The influence of profitability however is limited; only ExcessR is both of the expected sign and significant in both the market as a whole and manufacturing. Table 4 does not consider whether or not borrowing power and profitability factors can explain differences in leverage between industries. We examine this issue in Table 5 which explores whether or not the values of individual industry parameters show statistically significantly differences from the manufacturing 'base case'. We apply the Clogg et al. (1992) test for equality of regression parameter coefficients; this test is conditional on the application of the same regression model for both data groups. Table 5 reveals statistically significant industry-related differences for most variables. For example, in respect to BorrowCap, significant differences from the manufacturing 'base case' are found in respect to 5 of the 8 industries tested. It can also be noted that there is no consistency in respect to the signs of these differences; 4 signs are negative and 4 signs are positive. These findings indicate to us that even though debt capacity appears to influence the level of leverage (Table 4) , the between-industry differences in parameter values shows us that these variables cannot be used to explain why leverage is higher or lower in one industry in comparison with another. We therefore reject Hypothesis 3 and conclude that industry membership does matter. Even though borrowing capacity and profitability are important variables they have been found to affect different industries in different ways. In effect there is no 'one size fits all' debt capacity focused capital structure model that can be applied across different Chinese industries.
We would argue that our research provides additional tentative evidence to question the relevance of both Pecking Order Theory and Trade Off Theory in the Chinese context. The former suggests there should be a negative relationship between leverage and profitability (assuming that profitability is cash generating) and the latter suggests that we should find a positive relationship (as profitable firms need to borrow more to enjoy tax shield benefits). We argue that the lack of consistency between industries in both the sign and significance of the profitability-related variables in Table 4 indicates that neither theory can be used with confidence to explain the industry-based differences found in China. Our result can be contrasted with other studies made in an emerging market context. For example, Sheikh and Wang (2011) found evidence to suggest that capital structure in Pakistan was consistent with both Trade-off Theory and Pecking order Theory. A further study by Al-Narrar and Taylor (2008) argues that in Jordan firms follow the same determinants of capital structure as developed markets. Table 5 above also provide additional support for Hypothesis 1; our finding of statistically significantly between-industry differences in respect to the impact of debt capacity factors on leverage indicates that variations in leverage will be industry dependent. The results also provide additional evidence against Hypothesis 2 as it can be inferred that there appear to be no clear and unequivocal systematic differences between the manufacturing industry and other industries in terms of the ways in which the explanatory variables influence leverage.
Is China a 'special case' in the context of capital structure?
We list some of our thoughts on the reasons why the leverage levels of profitable Chinese listed companies differ to those in Western countries and therefore why China may need to be considered as a 'special case' in the context of capital structure theory.
Relatively underdeveloped corporate bond markets
It has been well documented that there is a propensity for Chinese firms use short-term bank borrowing in preference to long-term debt (Hale, 2007) . The reason for this may just be that the corporate bond market has not developed to a degree that enables listed companies to issue the debt needed to create optimal capital structures.
The need to promote the development of the corporate bond market is acknowledged by the Chinese monetary authorities. For example, the governor of the Peoples bank of China in 2005 stated: "China's underdeveloped corporate bond market has distorted the financing structure in the economy, which poses a threat to financial stability, as well as to social and economic development." (Zhou, 2006) . He went on to list a series of mistakes committed during the late 1980s and mid-1990s that had impeded the development of the market. These ranged from a lack of a credit rating system to the targeting of retail rather than institutional investors and also a lack of investor education. It may possibly be the case in the long run that as the corporate debt market develops Western capital structure models will become more applicable to Chinese firms.
However, there may also be cultural issues that place limits on such development.
Cultural factors
Cultural factors were identified by Sekely and Collins (1988) as having a significant influence on industry-related leverage differences between countries. It might be expected that the cultural aversion to borrowing found in Chinese society might in part explain why lower leverage levels are found in Chinese listed companies than in their developed country peers (Hale, 2007) .
The Chinese in general do not like to borrow. The tendency to save and not borrow was highlighted by Zhou when he was the governor of the People's Bank of China vii . He identified that China's 2007 domestic savings rate of almost half of gross domestic product was far too high viii and indicated that it was a function of social and cultural factors. He said: "… change … may be a slow process, especially when you want to change national traditions, cultural impacts, family structures and demographics". It is difficult to say with confidence that the behaviour and attitudes of a country's individuals to saving and borrowing will also be reflected in attitudes and behaviour at the company level. However, we believe that using such a hypothesis to explain of the unwillingness of Chinese firms to use higher leverage merits further investigation.
Individual firm factors
There are a number of papers suggesting that firm factors, or within-industry-effects, can have a significant impact on leverage; for example, MacKay and Phillips (2005) . Other papers can be cited that have found substantial between-industry differences in the amount of within-industry leverage variability; for example, Almazan and Molina (2005) . Care needs to be taken in the interpretation of such studies. It is arguable that their findings could possibly reflect outliers in their data. In our study, as discussed above, sampling procedures have been careful to eliminate outliers.
Conclusions and suggested future research
This paper examines whether or not leverage differences found between Chinese listed firms prior to the 2007 financial crisis were industry related. It also examines whether or not the 'engine' of Chinese economic development, namely the manufacturing industry, was a 'special case' in respect to leverage. It is found that leverage was not generally higher in the manufacturing industry; in fact it was lower than in some other industries. It was also identified that industry membership did matter when it came to what determined leverage levels. Detailed analysis based on industry-by-industry regression found that firms' leverage levels in China were largely industry dependent and determined more by borrowing power than by profitability. The lack of a significant profitability effect is surprising but possibly reflects the uncertainty surrounding profit growth rates in what was (and still is) a very rapidly expanding economy. We also concluded that manufacturing industry cannot be considered as unique or a 'special case' in any way. Leverage levels were not found to be significantly higher, and in respect to the variables that determine leverage, there did not seem to be any clear and unequivocal differences compared to other industries.
Another important finding was that between-industry leverage differences could not be explained by either borrowing-capacity-related factors or profitability-related factors. We speculate that this may be because of business environment issues; for example, that the development of the Chinese corporate bond market had been relatively slow and that leverage levels were low for Chinese listed firms compared to their Western counterparts. It may also be that that this lack of significance partly related to cultural environment issues; specifically the widespread aversion in China to debt and borrowing. It remains to be seen whether or not with the passage of time the factors which influence leverage levels in the West will become more influential in China as well. The period covered by this study can be identified as being one of rapid economic growth where a generally benign financial environment led to increases in profitability and relatively low levels of perceived borrowing risk. It may very well be that in less rosy economic times borrowing will become harder as a significant economic slow-down would affect both the ability and the willingness of fiscally cautious firms to borrow. We also must not lose sight of the fact that China economically is still an emerging nation where financial markets such as the corporate debt market are still nothing like as developed as those found in the West. It is therefore very difficult to predict the future shape of capital structure in China. An interesting follow-up study might be to examine if the same relationships still hold in 10 years time.
i Differences in leverage may be also potentially be explained by: agency problems, pecking order preferences and cultural and institutional factors. These are a potential area for future research. In this paper we focus on the borrowing power and profitability as we believe they are more directly related to individual industry characteristics.
ii It would also be interesting to study firms' capital structure decisions post-financial crisis but this is left for a future study.
iii The Debt Capacity is measured by the ratio of Tangible Fixed Assets/Total Assets on the assumption that firms with higher fixed assets as collateral find it easier to borrow money. It can be noted that this is one of a number of factors that will impact on a firm's ability to borrow. 
